§1.809-8

(4) Excess of item (2) over item (3) ...cccccerernne

26 CFR Ch. | (4-1-03 Edition)

(5) Limitation on deductions under sec. 809(d) (3), (5), and (6) (item (1) plus itemM (4)) .ccooevvririviriiineereiecene

17,000,000

17,250,000

Since the total tentative deductions under section 809(d) (3), (5), and (6) ($20,000,000) exceeds the limitation on such deduc-
tions ($17,250,000), M would make up the following schedule to determine the application of the priority system:

(6) Maximum possible deduction under sec. 809(d) (3), (5), and (6) (item (5)) ....cocevvvvvviviirininiciciiiiiiieieis
(7) Deduction for group life, accident, and health insurance under sec. 809(d)(6) (not in excess of item (6))

(8) Maximum possible deduction under sec. 809(d)(5) (item (6) less item (7))
(9) Deduction for certain nonparticipating contracts under sec. 809(d)(5) (not in excess of item (8))

(10) Maximum possible deduction under sec. 809(d)(3) (item (8) less item (9))
(11) Deduction for dividends to policyholders under sec. 809(d)(3) (not in excess of item (10))

$17,250,000
4,000,000

13,250,000
6,000,000

7,250,000
7,250,000

Thus, as a result of the application of the
limitation and priority system for the tax-
able year 1958, M shall be allowed a deduc-
tion of $4,000,000 under section 809(d)(6),
$6,000,000 under section 809(d)(5), and only
$7,250,000 of the $10,000,000 tentative deduc-
tion under section 809(d)(3).

Example 2. The facts are the same as in ex-
ample 1, except that the taxable year is 1962.
Since the total tentative deductions under
section 809(d) (3), (5), and (6) ($20,000,000) ex-
ceeds the limitation on such deductions
($17,250,000), M would make up the following
schedule to determine the application of the
priority system:

(1) Maximum possible deductions under sec.

809(d) (3), (5), and (6) (item (5) in example

1) s $17,250,000
(2) Deduction for dividends to policyholders

under sec. 809(d)(3) (not in excess of item

[0 ) N OO 10,000,000
(3) Maximum possible deduction under sec.

809(d)(6) (item (1) less item (2)) ....ccccevueeee 7,250,000
(4) Deduction for certain accident, health, and

group life insurance under sec. 809(d)(6)

(not in excess of item (3)) ..o 4,000,000
(5) Maximum possible deduction under sec.

809(d)(5) (item (4) less item (5)) .evvvevvervenen 3,250,000
(6) Deduction for certain nonparticipating con-

tracts under sec. 809(d)(5) (not in excess of

IteM (5)) ..oviiiiieieere s 3,250,000

Thus, as a result of the application of the
limitation and priority system for the tax-
able year 1962, M shall be allowed a deduc-
tion of $10,000,000 under section 809(d)(3),
$4,000,000 under section 809(d)(6), and only
$3,250,000 of the $6,000,000 tentative deduction
under section 809(d)(5).

[T.D. 6535, 26 FR 530, Jan. 20, 1961, as amend-
ed by T.D. 6886, 31 FR 8688, June 23, 1966]

§1.809-8 Limitation on deductions for
certain mutualization distributions.

(a) Deduction not to reduce taxable in-
vestment income. Section 809(g)(1) limits
the deduction under section 809(d)(11)
for certain mutualization distribu-
tions. This limitation provides that
such deduction shall not exceed the
amount (if any) by which the gain from

operations for the taxable year, com-
puted without regard to such deduction
(but after the application of the limita-
tion contained in section 809(f) and
§1.809-7), exceeds the taxpayer’s tax-
able investment income for such year.

(b) Deduction mot to reduce tax below
that imposed by 1957 law. Section
809(g)(2) further limits the deduction
under section 809(d)(11). Under section
809(g)(2), such deduction shall be al-
lowed only to the extent that it (after
the application of all other deductions)
does not reduce the tax imposed by sec-
tion 802(a)(1) for the taxable year below
the amount of tax which would have
been imposed for such taxable year if
the law in effect for 1957 applied for
such taxable year. If such deduction is
claimed for 1958 (or 1959), the company
shall attach to its return a schedule
showing what its tax for 1958 (or 1959)
would have been had such tax been
computed under the law in effect for
1957.

(c) Application of section 815. Section
809(g)(3) provides that any portion of a
distribution which is allowed as a de-
duction under section 809(d)(11) shall
not be treated as a distribution to
shareholders for purposes of section
815; except that in the case of any dis-
tributions made in 1959, such portion
shall be treated as a distribution with
respect to which a reduction is re-
quired under section 815(e)(2)(B) (relat-
ing to adjustment in allocation ratio
for certain distributions after Decem-
ber 31, 1958).

[T.D. 6535, 26 FR 530, Jan. 20, 1961]
§1.809-9 Computation of the differen-

tial earnings rate and the recom-
puted differential earnings rate.

(a) In general. Neither the differential
earnings rate under section 809(c) nor
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